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MAR 2 5 1~ 

Employer I d e n t i f i c a t i o n  Number: ********** 
Key D i s t r i c t :  ******   

Dear Applicant : 

We have considered your appl ica t ion  f o r  r ecogn i t ion  of 
exemption from f ede ra l  income tax as an organiza t ion  described i n  
sec t ion  501(c) (6)  a f  t h e  In t e rna l  Revenue Code. W e  have 
determined t h a t  you do not qua l i fy  f o r  exemption under t h a t  
sec t ion  of the Code. Our reasons f o r  this conclus ion  and t h e  
f a c t s  upon which it .i.s based are  explained below. 

The information submitted ind ica tes  t h a t  you were 
incorporated on **** **  ****, under t h e  laws of the  S t a t e  of 
******** . Your A r t i c l e s  of Incorporation s t a t e  t h a t  your 
purpose is t o  advance t h e  economical and eco log ica l  development, 
c i v i c  and genera l  welft-lre and i n t e r e s t s  of t h e  t r a d e  a rea  of t h e  
C i t l  of **** ***  . Your bylaws provide t h a t  any r epu t ab l e  person, 
associa t ion ,  corpora t ion ,  par tnership ,  or e s t a t e  may subsc r ibe  t o  
membership by undertaking t o  pay the annual dues. I n  ****, you 
had * *  members; i n  ****, you had ** members; i n  ****, you had 
* *  members; and i n  ****, you had **  members. 

In  your app l i c a t i on ,  you s t a t ed  t h a t  your a c t i v i t i e s  
cons is ted  of conducting *********  lawful  purpose gambling, 
holding monthly meetings wi th  guest speakers ( u s u a l l y  speaking on 
busi***  * * * * *  * * * *  ) ,  p a r t i c i p a t i n g  i n  l o c a l  even t s  (such as  
t h e  **** ****  *********  , Community Roundtable, and a one-time 
provision of funds i n  **** t o  help e r e c t  and donate  t o  t h e  Ci ty  a 
community changeable- let ter  back-lit s i g n  f o r  promoting community 
a c t i v i t i e s ) ,  welcoming new businesses i n  the  a rea  w i th  f l o r a l  
bouquets, sponsoring an annual golf tournament, and hos t i ng  a 
weekly 90-second l o c a l  r a d i o  spot. 

Subsequently, you advised u s  t h a t  t h e  **** **** *********   
was a three-day hometown ce lebra t ion  during which many of your 
members were a c t i v e ,  and t h a t  one o r  more of your members m e t  a t  
least monthly t o  p lan  t h e  a c t i v i t i e s  f o r  the  Summerfest. You 
engaged i n  t h i s  a c t i v i t y  from **** u n t i l  it ceased i n  ****.  You 
p a r t i c i p a t e d  i n  t h e  Community Roundtable, which m e t  once o r  twics  
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a y e a r  t o  s h a r e  information,  i n  **** and ****, a f t e r  which t i m e  
it was terminated.  Welcoming new bus inesses  w i t h  f l o r a l  bouquets 
is  a cont inuing  a c t i v i t y  * * c e  ****,  wi th  ** bus i*** es  velcomed 
i n  ****, ** welcomed i l l  ****,  and ** welcomed in  ****. The golf  
tournament is  a one-day event  (18 ho les  of * *  f  fol lowed by an 
awards banquet) ,  held annualy s i n c e  about ****. Each year a 
committee of from t h r e e  t o  seven of your m e m b e r s  meets six t imes  
t o  p l a n  and coordina te  f o r  a t o t a l  of 10  t o  1 2  p lanning  hours. 
F i v e  or six of your members s o l i c i t  donat ions from l o c a l  
bus inesses  f o r  door p r i z e s ,  and two t o  t h r e e  members r e c e i v e  and 
p r o c e s s  t h e  tournament advance r e g i s t r a t i o n .  An a d d i t i o n a l  four  
o r  f i v e  m e m b e r s  work t h e  day of  the tournament, checking i n  
r e g i s t r a n t s ,  o rganiz ing  p r i z e s  , and s e t t i n g  up the banquet 
program. Your r a d i o  s p o t  a c t i v i t y  c o n s i s t s  of one of your 
members c o l l e c t i n g  informati03 i n  the  n a t u r e  of pub l i c  s e r v i c e  
announcements/community b i l l b o s r d ,  and fax ing  it t o  a non-member 
vo lun tee r  who shor t ens  o r  lengthens t h e  m a t e r i a l  t o  f i t  t h e  90- 
second t,ime a l l o c a t i o n ;  the  materip! is s e n t  v i a  te lephone t o  
the r a d i o  s t a t i o n ,  where the  s p o t  is pre-taped f o r  broadcast ing.  

You s t a t e  t h a t  you commenc~d your gambling ope ra t ions  in 
****. ********  S t a t e  law permits nonprof i t  o rgan iza t ions  t o  
conduct lawful  purpose qambling under strict S t a t e  r e g u l a t i o n .  
You conduct l awfu l  purpose gambling ( p u l l t a b s  , t i p b o a r d s  , and 
paddlewheels) a t  two l o c a l  ren ted  s i t e s ,  A S ta t e - l i censed  and 
t r a i n e d  Gambling Manager, who must have been a member of t h e  
o rgan iza t ion  f o r  at least two y e a r s ,  is r e q u i r e d  t o  opera te  t h e  
gambl.ing business .  Current ly ,  your v ice-pres ident  performs this 
s e r v i c e ,  spending approximately 25  t o  30 hours  per  week. I n  
a a d i t i o n ,  your p r e s i d e n t  has  s t a t u t o r y  requirements  regard ing  t h e  
gambling opera t ion ,  inc luding  a s s u r i n g  and c e r t i f y i n g  compliance 
with S t a t e  gambling laws, spending approximately 10 hours  pe r  
month. You hire approximately t e n  par t - t ime people  t o  conduct  
t h e  gambling ( s e l l e r s ) .  ********  S t a t e  la.\? r e q u i r e s  a l l  members  
of t he  o r g a n i z a t i o n  t o  have t h e  opportuni ty  t o  vote  on a l l  
gambling mat te rs ,  and a l l  expendi tures  must be  approved i n  
advance by the membership. Thus, you s t a t e  t h a t  up t o  one  hour 
of each  monthly genera l  membership meeting is spent  d i s c u s s i n g ,  
reviewing, and approving gambling opera t ions .  

********  State l a w  a l s o  provides  t h a t  n o n p r o f i t  
o rganiza t ions  a r e  p roh ib i t ed  from spending gambling funds on 
t h e i r  own main purpose a c t i v i t i e s .  For t h i s  reason, you expend 
your n e t  ircome from your gambling ope ra t ions  (approximately **% 
of the g r o s s  income from gambling) on a v a r i e t y  of community 
a c t i v i t i e s ,  i nc lud ing  donat ion  of  funds: 

(1) t o  the  Ci ty  of *******   t o  p u b l i s h  a monthly c i ty-wide  
news le t t e r  ( the  primary expense f r o n  t h e  n e t  income and 
an a c t i v i t y  you used t o  c a r r y  on y o u r s e l f ) ,  
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( 2 )  t o  t h e  Ci ty  of **** ***   t o  upgrade the hockey r i n k  t o  
serve  youth hockey programs, 

( 3 )  t o  t h e  C i t y  of **** ***   t o  pub l i sh  a f r * * ***  mat iona l  
gu ide  f o r  a l l  r e s i d e n t s  of t h e  C i t y  of **** ***  , a l s o  
a v a i l a b l e  f o r  c i t y  and development promotions,  

( 4 )  t o  t h e  l o c a l  publ ic  elementary schoo l  f o r  programs f o r  
r e a d i n g ,  math,  and computer s k i l l s ,  

(5) f o r  an annual  Christmas Day d inne r  f o r  the needy a n d  
i s o l a t e d ,  

( 6 )  f o r  a Christmas donat ion of  t o y s  t o  t h e  needy,  

(7 )  f o r  t h e  l o c a l  food s h e l f ,  

(8) f o r  t h e  World Cup Soccer amateur youth tournament,  and 

(9)  t o  t h e  Boy Scouts  of America. 

Sec t ion  501 (c) ( 6 )  of the Code p rov ides  f o r  t h e  exemption 
from f e d e r a l  income t a x  of bus iness  leagues ,  chalnbers o f  
commerce, r e a l - e s t a t e  boards, o r  boards  o f  trade, n o t  o rgan ized  
f o r  p r o f i t  and no p a r t  of the n e t  ea rn ings  of which i n u r e s  t o  t'ne 
b e n e f i t  of a n y  p r i v a t e  shareholder  o r  i n d i v i d u a l .  

Sec t ion  1 .501 (c) ( 6 )  -1 of  t h e  Income Tax Regu la t ions  provides  
t h a t  a  b u s i n e s s  l eague  i s  a 3  a s s o c i a t i o n  of persons  having some 
common b u s i n e s s  i n t e r e s t ,  t he  purpose of which is t o  promote such 
common i n t e r e s t  and  n o t  t o  engage i n  a r e g u l a r  bus ines s  of a kind 
o r d i n a r i l y  carried on f o r  p r o f i t .  It is  a n  o r g a n i z a t i o n  of t h e  
same genera l  c l a s s  as  a cha.mber o f  commerce o r  board of t r a d e .  
Thus, its a c t i v i t i e s  should  be d i r e c t e d  t o  t h e  improvement of 
bus iness  c o n d i t i o n s  o f  one o r  more l i n e s  o f  b u s i n e s s  a s  
d i s t i n g u i s h e d  from t h e  perforinance of p a r t i c u l a r  s e r v i c e s  f o r  
i n d i v i d u a l  pe r sons .  A n  organiza t ion  whose purpose i s  t o  engage 
i n  a r e g u l a r  bus iness  s f  a  kind o r d i n a r i l y  c a r r i e d  o n  for p r o f i t ,  
even though t h e  b u s i n e s s  is conducted on a c o o p e r a t i v e  basis or 
produces only fuf f i c i e n t  income t o  be  s e l f  - s u s t a i n i n g ,  i s  n o t  a 
bus ines s  league.  

Rev, Rul. 78-70, 1978-1 C.B. 159, h o l d s  t h a t  a  board  of 
t r a d e  that, as its p r i n c i p a l  a c t i v i t y ,  p rov ides  g r a i n  a n a l y s i s  
l a b o r a t o r y  s e r v i c e s  to  members and nonmembers a t  the same charge  
and t h a t  i s  suppor ted  almost e n t i r e l y  from t h e  s u b s t a n t i a l  
p r o f i t s  of the l a b o r a t o r y ,  which i s  of a k i n d  c u s t o m a r i l y  c a r r i e d  
on for p r o f i t ,  is not exempt from t a x  under s e c t i o n  501 ( c )  (6 )  of 
t h e  Code, The revenue r u l i n g  makes t h e  p o i n t  tha t  a l t h o u g h  the  
o rgan iza t ion  a l s o  engages i n  o t h e r  a c t i v i t i e s ,  t h e  u n r e l a t e d  
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b u s i n e s s  a c t i v i t y ,  which i s  def ined  a s  be ing  u n r e l a t e d  t o  exempt 
a c t i v i t i e s  w i th in  the meaning of s e c t i o n  501(c )  (6)  , is t h e  
o r g a n i z a t i o n ' s  p r i n c i p a l  a c t i v i t y .  For t h i s  r ea son ,  exemption 
under  s e c t i o n  501(c)  ( 6 )  is  precluded.  

Pursuant  t o  S t a t e  l a w ,  your a c t i v i t i e s  a s  a chamber of 
commerce c a n n ~ t  be funded through your gambling ope ra t ions .  I n  
a d d i t i o n ,  you do not conduct any of  t h e  a c t i v i t i e s  which you fund 
through your gambling opera t ions ,  b u t  r a t h e r  merely d i s t r i b u t e  
t h e  funds t o  o r g a n i z a t i o n s  who a r e  a c t i v e l y  engaged i n  t h e  
a c t i v i t y .  The a c t i v i t i e s  you c u r r e n t l y  engage in  t h a t  a r e  
w i t h i n  t h e  meaning of a c t i v i t i e s  recognized as exempt a c t i v i t i e s  
under s e c t i o n  501(c) ( 6 )  of t h e  Code a r e  p r i m a r i l y  e i t h e r  n o t  
ongoing o r  not  l engthy  in  durat ion.  On t h e  o t h e r  hand, your 
a c t i v i t i e s  d i r e c t l y  connected with  your gambling o p e r a t i o n  are 
ongoing, ex t ens ive ,  and t a k e  up t h e  m a j o r i t y  o f  t h e  t i m e  of your  
v ice-pres i&nt ,  and a s i g n i f i c a n t  p a r t  of  your  p r e s i d e n t  s t i m e ,  
a s  w e l l  a s  a l l  t h e  t i m e  of your t e n  par t - t ime  workers. Even your 
monthly gene ra l  membership meetings, a t  which t h e  m a j o r i t y  of 
your  ongoing a c t i v i t i e s  o t h e r  than gambling t a k e  p l a c e ,  i nc lude  
up t o  one hour concerned d i r e c t l y  wi th  your gambling ope ra t ions .  
Your board meetings, s i m i l a r l y ,  expend a s u b s t a i l t i a l  and 
s i g n i f i c a n t  amount of t i m e  on your gambling ope ra t ion .  

Although your gambling ope ra t ion  is on ly  one of a number of 
a c t i v i t i e s  t h a t  you engage in ,  it is engaged i n  more f r e q u e n t l y  
and t o  a g r e a t e r  degree t h a n  any o t h e r  a c t i v i t y  o r  combination of 
a c t i v i t i e s  you perform. Your non-gambling a c t i v i t i e s  are 
a c t i v e l y  carried out once a month o r  less,  w h i l e  your  pe r sonne l  
a c t i v e l y  p e r f  orrn t h e i r  a c t i v i t i e s  regard ing  gambling on a d a i l y  
b a s i s .  Thus, it is obvious tha t  your primary a c t i v i t y  at the  
p r e s e n t  t i m e ,  a s  measured by t ime  spen t  and t h e  involvement o f  
your membership and p a i d  employees, is t h e  o p e r a t i o n  of gambling. 

An o rgan iza t ion  engaging i n  u n r e l a t e d  b u s i n e s s  a c t i v i t i e s  
may be recognized  as  exempt under s e c t i o n  501 (c) (6 )  of the  Code 
on ly  when it can be determined t h a t  such a c t i v i t i e s  do n o t  
c o n s t i t u t e  t h e  o r g a n i z a t i o n ' s  primary purpose as exp la ined  i n  
Rev. Rul. 78-70, s u D r a ,  There is no q u e s t i o n  t h a t  t h e  o p e r a t i o n  
of gambling is t r a d e  or bus ines s  u n r e l a t e d  t o  exempt purposes  
f o r  o r g a n i z a t i o n s  exempt under s e c t i o n  501 (c) (6) o f  t h e  Code. 
Therefore ,  s i n c e  your primary a c t i v i t y  is gambling, you do  n o t  
m e e t  t h e  requirements  s e t  out  i n  s e c t i o n  1 .501(c)  (61-1 of t h e  
r e g u l a t i o n s ,  

For  t h e s e  r e a s o n s ,  w e  conclude t h a t  you d o  no t  q u a l i f y  f o r  
r ecog l l i t i on  of exemption from f e d e r a l  income t a x  under s e c t i o n  
5 0 1  (c) ( 6 )  o f  t h e  Code. You a r e  r equ i r ed  t o  f i l e  f e d e r a l  income 
t a x  r e t u r n s ,  
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You have t h e  r i g h t  t o  p r o t e s t  t h i s  r u l i n g  i f  you b e l i e v e  
t h a t  it is i n c o r r e c t .  To p r o t e s t ,  you should submit a s t a t emen t  
of your  views, wi th  a f u l l  explanatioil  o f  your reasoning.  T h i s  
s t a t emen t  must be submi t ted  within  30 days  of the  d a t e  of t h i s  
le t ter  and mist  be s igned  by one  of your o f f i c e r s .  You a l s o  
have  a right t o  a conference i n  t h i s  of f  ice after your p r o t e s t  
s t a t emen t  is  submi t ted .  I f  you want a conference ,  you must 
r e q u e s t  it when you f i l e  your p r o t e s t  s te tement .  If you a r e  t o  
be r ep resen ted  by someone who is no t  one of your o f f i c e r s ,  
he / she  must f i l e  a proper  power of a t t o r n e y  and o the rwise  
q u a l i f y  under our Conference and Practi ee Requirements. 

If w e  do n o t  h e a r  f r o m  you wi th in  30 days ,  t h i s  r u l i n g  w i l l  
become f i n a l  and c o p i e s  of it w i l l  be forwarded t o  your  key  
D i s t r i c t  Director. Thereaf te r  , any ques t ions  about  your  f e d e r a l  
income t a x  s t a t u s  should be addressed t o  your key D i s t r i c t  
D i r e c t o r .  

When sending a d d i t i o n a l  l e t t e r s  w i t h  respect t o  t h i s  c a s e  t o  
the I n t e r n a l  Revenue Serv ice ,  you w i l l  expedite t he i r  r e c e i p t  by 
p l a c i n g  t h e  fo l lowing  symbols o n  t h e  envelope: E: EO: R: 4-CCH, 
Room 6236. These symbols d o  n o t  refer t o  your case but r a t h e r  t o  
its l o c a t i o n .  

S i n c e r e l y  your s ,  

\ cc: *** ******* 
****** *** *****  

*********** 
*****  ** ***   
Chief, Exempt o r g a n i z a t i o n s  

Rul ings  Branch 4 


